
. .

Fo-r Appellant: William N. Roth
Certified Public Accountant

For Xespondent: A. Een Jacobson
Associate Tax Counsel

O P I N I O N-__--__
IlliS apseal is made pursuant to section 25667 of

the Reveme end Taxation C0d.e from the action of the
Fran&?-se Tax Board on the protest  G? ~~~o~:,-~omb~ Corporation
against a propcsed essessnent of additional franchise tax in
the amount of $1,976,72 for the incorne azd taxable yezr
end23 _&7us% 31, 19Sl;.,

P_ppellent, a Cs_lifornia corporation, was fomed
on DezcSE:r  17, 1962, I :: ado--3,ted the accrual metho of
accounting end a fiscal year knding .kgust  31,

02 Apz-il 11, 1963, ar;Fel?_ent purchased an undivided
onz-half i-ilterest in a parcel, GF Land.
subject

The entire parcel was
to an encEi3bxence  of $57,5ciO:

C% i!_p'_'il 17, 1364, th2 entire parcel of land was
sold zoz a pyi(32 of .$2L;i,Og().
$FO,O'3C, assc?;-led t&

The buyers paid cash of
encmbmnce 03 the land end gave a note

in the amount of $L53,500, secured by a deed of trust on the
lmd 3 fG_; i;& basancz  of the sales pryice.



I?ppeai  of Vors&e Corporation

.
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Interest .+Jas payable annually beginning PIarch 1, 1965, at a
rate of 9 percent. The note provided that the buyers could
pay my part of the priilcipal before Narch 1, 1969, and could
prepay interest for the years 1964, 1967, and 1968 at any
time bafore 1969. Interest for the years 196[!, 1967, and
1968 was paid during the fiscal year ended August 31, 1964.

As the seller of a half interest in the land, appel-
lant's shares of the sales price, the initial cash payment
and ownership of the note t:ere $120,500, $5,000, and $81,750,
respectrvely.

* On August 17, 1964, appellant filed a certificate
of electior! to dissolve. It did not dissolve, however,
during the year ended &~gust 31, 1954. As of that date the
installment note had not been satisfied, sold, distributed,
01: othemise disposed of.

. As a corporation doing business in California
appeliant was subject to a franchise tax szeasured by net
inccqe, (Rev. & T:zx, Code, $ 23i51.j As a coimencing torpor-
etim d.“Lh a first taxable yea-r of less than 12 cionths

L!auw:llzP L s. L,Lr.a:r:chise  i-n-r for the year ended &gust 31, 196L>,"GL,L_
was to be rzasured by its r.et incozc during that year. (Rev. &
Tz. code, s 23222.)

In j_-cs j=_rznchise tzx return  for the income and
taxab,le year ec.dod $Lugzst 31, igGL>, eppellant reported the
gain oa the sale of the Lmd bv the installrmxt  method ?-ro-
vicsd by sections 24.667 and 24.i63 of the Revenue a-ild Tasation
Code, Undo:-- that xcthod a taxpayer reports as incone for
each year tl-,zg p~opo;-~io~ 0' the payxr,ts received in that
year \:hich ths gross p'rofit realized or to be realized when
pay3en-.; is coxpfeted b$ea-rs to the total contract price.
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. lihere 2. texpsye‘r elects to report income
arisLng from the sale or other disposition
of property .0. [by the insta~llmcnt  method]

. . . a o , .anc? the entire income, therefrom has not
been reported prior to the year.that the ~ZX-
payer c&s.es to be
by net inc0-P.._ .Oe,
be included in the
1ast year in which
the tax....

subject to the tax measured
the unreported income shall
measure of the tax for the
tLaJ.I& taxpayer is subject to.

,

Appellant agrees that section 24672 applies, but
contends that the instalAl!.u'-ant note received on the sale of
the land had little or no market value and that, therefore,
the income added by respondent was excessive.

&qellant has not made it clear why it considers
the market vaLue of the note to be reievant, In the earlier
stages of argument,. it cited section 24670 of the Revenue
and 't'a:;ation Code, which provides that where an installment
03lig_?i;io;2 2s dLstributed  or disposed of otherwise than by
sale or exchange, then gain or loss is 'to be measured by the
diffe-pence between the basis of the obligation and the fair
ma_rket value of thz obii_gation at the time of the disposition.
That section does not apply, ho::ever,  since appellant did
not dispose of the obligation tr:Aring  thz year in. question e
Alt:hOV& eg,oej_lent apparently recognized irl the final stage
Of argunent' that section 24,670 did not apply, it continued
to maintai_n its positio:n that the market value of the note
wzs less than face vaLue.

Trq3licit in ap~ellant's  POSLU'*ion is the assumption
that ::unreported 'income" ?;ithLin the mzzning of section 24.672

. 1s T&&ted by tile maz;k_:et vaLu$ of t& note and does not exceed
the income which r.sould have bee2 reportable in the yeer of

_ the sale if appellant had not eiected to report on t'ne install-_ment me'ihea,  .~eSj~Oij~Oi~+

"unreported  incom;"
._ &, on the other hand, regards the
as the amount which wouid have been report-

able if rp?ellant remained subject to franchise tax and the
face a~mo*unt of the note t:e.:_'e ultj_mately paid in full. &
find it unnecessary to decide the question of statutory
interpretatLol2 thus o'b!_iquel,*y preseTJted, in view 02 OUT
fcilowing conclusion with respect to the market vz:i*tie 05 Lhz
note,

lG3



that the fa:ir market value
of the note k;as less thag its face, amount is on apgElJ_ant.

: (A.. 5 A. Tool & SugrJliy co, v. Cozx-~FssFone~, 182 F,?d 300;
CZi, Admin. Code, tit. l-8: $ 5m.) R2.levent factors in
de.g~-.--;  -;bLiL;_“ nr-7.- 3 the value of ihe note include the financial
condition of the maker, the value of t-he property securing
the note, the maturity date, and the interest rate. (Com-

.m-2ssio;ler v, Keilogi,g 3 I_19 .P.2d 115; A., 6: A, Tool & Supdy Co.
FOG-;sksionE::c, supra; SaLlie K. Vor~thm, 3 B,T.J_;.. 1307; Estate
z+jaj_lace Qsyjclf.,

- -
17 T.C, 1190, rev'd on other grounds,

2Ll F.2d 693; Ce:rtrude ?I, Blackb;lrn, 20 T.C. 204.; Retall_I_-
erties, Inc,, T.C, iGrm*, Dkt. No. 94706, Sept. 18, 1964-.)

v.

Since -& -js ~.r?.dis~:-yjted i-1t_nrt section 24672 acceLereted
the "unreFJr.ced income,'! a~> si:lce the "unreported inccme" is
the same v;Lether _it _Ls bes~d on the marketu value or the face
V‘ZlLIE? of the note, i4e xi.11 sustain respondent's action.



Appeal of I~:'orlcom'be  Co-rporation

IT -J’S E’%p&By c~~~~~~ 5 @ JmGXD  &Am DECRza,

pursuant to section 25657 02 tfiz Re-~ai~ue  and Taxation Code,
that the action of t’he Frz~chise  Tax Board 03 the protest of
Worlcorr,be  Corporation against a proposed assessment of
additional franchise tax in the ar?:ount  of $1,976.72 for the
income and taxable year eDded ~!-~ugust 31, 19G4, be and the
same is hereby

Done
o f Se-p t ember

sustained.

at
J

, Member
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I_-.. 7.i'y“ Secreca_ry. . . . 3
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